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Abstract: This study aims to investigate and analyze the investor’s stock selection de-
cision that are influenced by profitability, company size, and RAROC on the companies 
listed on the Indonesia Stock Exchange. The sampling method used was purposive sam-
pling. The sample in this study were companies listed on the LQ-45 Index for the pe-
riod 2015-2017. This study used structural equation model analysis (SEM) with AMOS 
software version 22.00 against 108 financial report data from 36 companies that were 
listed in the LQ-45 Index in a row for 3 years as a sample. The results of this study in-
dicate that; 1). Investor’s stock selection decision are influenced positively and signifi-
cantly by profitability, 2). Investor’s stock selection decision are influenced negatively 
and not significantly by company size. 3). Investor’s stock selection decision is affected 
negatively and not significantly by RAROC.
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 Introduction

The capital market is a place where companies that have gone public and the 
number of investors or prospective investors want to buy shares from various 
types of companies (Hadi, 2015). Companies that have gone public issue their 
shares to obtain fresh funds from the public and investors. Public shares can 
be bought and sold in the community. The reasons for companies going public, 
namely allowing the founder to diversify business, facilitate the purchase of 
other companies (expansion), and the value of the company going public allows 
the community and management to know the value of the company. Stocks are 
influenced by the level of supply and demand on the Indonesia Stock Exchange.

A business activity that is run by a company, certainly has several objectives 
to be achieved by the owner and management. First, the owner of the company 
wants optimal profits or the business it runs. Therefore, every owner wants the 
capital invested in his business to quickly return. In addition, the owner also 
expects the results of the capital that has been invested so that it can provide 
additional capital and prosperity for the owner and all of his employees.

Investment is an investment activity that can get one or more assets carried 
out by individuals or institutions, in the hope of getting a return in the future. 
Techniques in conducting investment analysis that are widely used are tech-
nical analysis and fundamental analysis. Technical analysis uses price history 
charts and transaction lists. This analysis is related to studying the historical 
performance of stock price movements by measuring future price movements. 
Fundamental analysis is an analytical method that pays attention to economic 
factors that will influence the development of a company (Jagongo & Mutswen-
je, 2014).

In addition to technical and fundamental factors, experts see investors’ 
market behavior also comes from psychological principles of decision making 
to explain why people buy or sell stocks, such as; Shefrin (2000) examines the 
influence of psychology on the behavior of financial practitioners, while Nof-
singer and Richard (2002) examine individual investment behaviors related to 
the choice of small purchases of securities for their own accounts.

Empirically, many companies listed on the Indonesia Stock Exchange ben-
efit the company’s business wheels in the company’s balance sheet. The better 
the profit a company they have will make it easier for the company to devel-
op an increase in the capacity of the profits obtained. Similarly, the size of the 
company, is experiencing developments from local and national companies to 



 I nvestor’s stock selection decision: influence… 69

become global companies. But there is a tendency for large companies to expe-
rience a shock due to a hostile capital market. In just a few minutes, the prof-
its of large companies included in the LQ-45 group, eroded by the JCI which fell 
sharply or the value of the dollar exchange rate that often fluctuated.

The LQ-45 index is an index consisting of 45 stocks selected through various 
criteria such as; have high liquidity and high transaction volume. This makes 
LQ-45 shares highly favored by capital investors even individual or company 
in Indonesia, thus becoming a benchmark for the development of capital mar-
kets on the Indonesia Stock Exchange. Based on empirical phenomena obtained 
from data released by the Indonesia Stock Exchange (www1), that over a pe-
riod of 3 years (2015-2017), the majority of outstanding LQ-45 shares did not 
experience growth or stagnate also decline, that is impacted to Issuer’s profit, 
thus affecting investors to buy shares belonging to the LQ-45 group. Profitabil-
ity is the ability of a company to generate profits for a certain period. 

According to Riyanto (2008), To measure the development of the compa-
ny, the Company must pay attention to financial performance aspects which 
include equity value, sales value, and asset value. Companies that have many 
assets will be able to increase production capacity which has the potential to 
generate better profits, therefore the value of assets as a measure of the com-
pany is considered to affect the profitability of a company, but on the contrary 
larger company assets will increase costs more, thereby reducing profitability. 
Furthermore, to make the company more developed and increase profitabil-
ity, companies need to add capital from funding activities in the form of loans. 
Company capital can be obtained from internal and external parties. If the in-
ternal party cannot fulfill the company’s capital, the company will borrow from 
external parties who are able to provide company capital. The use of external 
funds by the company can result in the company getting problems regarding 
the company’s ability to fulfill financial obligations.

Some of the results of previous studies indicate differences (research gap) 
such as, Rahmawati, Topowijono and Sulasmiyati (2015) research and Yulindar 
(2017) state that profitability has a positive and significant effect on firm value 
and investor’s stock selection decision, but Anisyah and Purwohandoko (2017) 
states that profitability has a negative effect, furthermore the research about 
company size conducted by Yulindar (2017) which states that company size 
has a positive and significant effect on firm value and investor’s stock selection 
decision, but research conducted by Dewi and Wirajaya (2013) also Rahmawa-
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ti, Topowijono and Sulasmiyati (2015) has difference results, where the results 
of their study state that the size of the company has a negative effect.

This research is different from previous studies such as: Nurmalasari 
(2008) who examined the Effect Analysis of Profitability Ratios on Issuer LQ45 
Stock Prices, and Rahmawati, Topowijono and Sulasmiyati (2015) who exam-
ined the relationship of Firm Size, Profitability, Capital Structure, and Inves-
tor’s decision against corporate values, while this study examined relations 
profitability, company size and Raroc with the investor’s stock selection deci-
sion of LQ-45.

Based on the explanation that mention above, the researcher chose the 
LQ- 45 company as the research object because it has promising prospects in 
the future for investors to invest their funds, so the problems that will be exam-
ined in this study are; 1). Is the investor’s stock selection decision influenced 
by profitability, 2). Is the investor’s stock selection decision influenced by com-
pany size, 3). Is the investor’s stock selection decision influenced by the Raroc. 

Literature review 

1. Background Theory

1.1. Investor’s Stock Selection Decision

According to Samsul (2006, p. 146), investment is the placement of a number 
of funds at this time in the hope of gaining profits in the future. There are two 
factors considered in decision making by the investor, namely the rate of re-
turn and risk. Investment in the capital market is in dire need of sufficient 
knowledge, experience, and business instincts to analyze which effects will be 
purchased, which ones will be sold and which ones will remain. In conducting 
transactions in the capital market, a very important thing to consider for an in-
vestor is the valuation of stock prices in addition to the condition of the econo-
my and the issuer. Stock prices are formed by the existence of market demand 
and market supply. The difference between the current value and the value of 
the market becomes an investor’s reference in getting profits and determining 
investment decision.

Stock valuation can be done using two analyzes, namely technical analysis 
and fundamental analysis. Technical analysis is an analysis that observes stock 
price movements over time. According to Sunariyah (2006, p. 168), technical 
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analysis is an analysis technique that uses data or records about the market it-
self to try to access the demand and supply of a particular stock or market as 
a whole.

According to Hermuningsih (2012, p. 194), fundamental analysis is an at-
tempt to analyze various factors related to stocks that will be selected through 
company analysis, industry analysis and other methods that support the anal-
ysis to be chosen.

1.2. Profitability

According to Kasmir (2010, p. 196), profitability is a measure to assess a com-
pany’s ability to make a profit. Profitability is used to measure the extent of the 
effectiveness of overall management in creating profits for the company. The 
greater the level of profitability, the better for the company itself. The higher 
the level of profitability of a company, the greater the level of prosperity pro-
vided by the company will attract investors to own the company and will have 
a positive impact on stock prices on the market.

ROA is a financial indicator that describes the company’s ability to generate 
profits on the total assets of the company (Darmadji & Fakhruddin, 2011). The 
higher the ROA, the better the company is able to use assets to gain profits and 
the greater the ROA, which means that the more efficient the use of the com-
pany or in other words the same amount of assets can produce greater profits 
and vice versa. The formula for return on assets (ROA) equal Net Profit divided 
by Total Asset.

Furthermore, Weston and Brigham (2001, p. 101) states that “Return on Eq-
uity (ROE) is the ratio of net income to common equity: measures of the ra-
tio of returns on common stockholders’s investment”. According to Mardiyanto 
(2009, p. 196) ROE is a ratio used to measure the success of a company in gen-
erating profits for shareholder. ROE is considered as a representation of share-
holder wealth or company value. Return on equity (ROE) is a ratio that shows 
the company’s ability to generate post-tax profits by using the company’s own 
capital. This ratio is to determine the effectiveness and efficiency of the pro-
cessing of own capital carried out by the management of the company (Hara-
hap, 2007).

In Liestyana (2008), this ROE shows the extent to which a company man-
ages its own capital effectively, measures the level of profits from investments 
that have been made by the owners of their own capital or the company’s share-
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holders. ROE shows the profitability of own capital or what is often referred to 
as business profitability. As for the return on equity (ROE) formula equal Net 
Profit divided by Owner’s equity.

Net profit margin (NPM) is a financial indicator in the profitability ratio. Ac-
cording to Bastian, Indra dan Suhardjono (2006, p. 299) in Rinati (2009), net 
profit margin (NPM) is a comparison of net income and sales. The greater the 
NPM, the more effective the company’s performance will be, so that it will in-
crease investor confidence to invest in the company. This ratio shows how large 
the percentage of net income earned from each sale. The greater the NPM ratio, 
the better the company’s ability to earn high profits. The relationship between 
net income and net sales shows the management’s ability to drive the company 
successfully enough to leave a certain margin as reasonable compensation for 
owners who have provided capital to a risk. The NPM ratio can be interpreted 
as the company’s ability to reduce costs in a certain period of time. A high net 
profit margin indicates a company’s ability to generate certain sales-level prof-
its, a low net profit margin indicates that sales are too low for a certain level of 
cost, while the formula for the net profit margin (NPM) is Net profit after tax 
divided by Sales.

1.3. Company Size

Companies that have large sizes have the flexibility and accessibility to obtain 
funds from the capital market. The convenience is captured by investors as 
a positive signal and good prospect so that it can provide a positive influence 
on the value of the company. Investors consider the variable size of the compa-
ny as one of the rationalizations in making investment decision Sartono (2010). 
The greater the value of total sales, total assets, and market capitalization, the 
greater the size of the company. The greater the total assets, the more capital 
invested, the more sales, the more money flows and the greater the market cap-
italization, the greater the company will be known in the community (Sudar-
madji & Sularto, 2007). Therefore, small-scale companies have a smaller risk 
than large companies. Companies that have greater risk usually offer large re-
turns to attract investors. The formula used for company size, namely: Ln To-
tal Asset.
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1.4. Stock Risk

According to Brigham and Houston (2014), risks are defined in Webster dic-
tionaries as “a hindrance, disruption, exposure to loss or accident”. So the risk 
is interpreted as an opportunity for the occurrence of an unwanted event. Risk 
can also be interpreted as a possible difference between the actual return re-
ceived and the expected return. Stock investment risk consists of non-system-
atic risk (unsystematic risk) and systematic risk (systematic risk). Non-system-
atic risks or commonly referred to as unique risks are risks associated with the 
fluctuations and business cycles of certain industries. Thematic risk (system-
atic risk) related to market conditions, so-called market risk. Systematic risk is 
a risk that cannot be reduced even with a diversification process.

In a stock investment risk there are many ways to determine risk by deter-
mining the value of RAROC (Risk Adjusted Return on Capital). According to 
Prokopczuk, Rachev and Trueck (2004, pp. 3-4), the RAROC was developed by 
the Banker Trust in the late 1970s, which aimed to measure risk by considering 
the trade-off between risk and income from different assets and activities. In 
calculating RAROC using the following formula:

RAROC = ΣR - β (Rm - R)

Where:
ΣR = Expected Return,
Β = Beta,
Rm = Return Market,
R = stock return.

2. Development of hypotheses

From various studies that have been done before and based on the framework 
of thinking and directing to researchers, then in this study hypotheses will be 
proposed as follows:
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2.1. Profitability has a positive influence on stock selection decision

Research conducted by Yulindar (2017) states that profitability has a positive 
and significant effect on firm value and stock selection decision. Likewise with 
the research conducted by Rahmawati, Topowijono and Sulasmiyati (2015) 
which states that profitability has a positive effect on firm value and stock se-
lection decision. The greater the level of profitability, the better for the compa-
ny itself. The higher the level of profitability of a company, the greater the level 
of prosperity provided by the company will attract investors to have the com-
pany and will have a positive impact on stock prices on the market (Brigham 
& Houston, 2014).

2.2. Company size has a positive influence on stock selection decision

Research conducted by Yulindar (2017) states that firm size has a positive and 
significant effect on firm value and stock selection decision. Companies that 
have large size have flexibility and accessibility to obtain funds from the capital 
market. The convenience is captured by investors as a positive signal and good 
prospect so that it can provide a positive influence on the value of the company.

2.3. RAROC has a negative influence on stock selection decision

According to Fuss and Vermeulen (2004), Peltonen (2013) states that there is 
a negative association between fundamental risk and future profitability also 
Putra (2014), the hypothesis of this study which states that the risk system-
atically affects the expected stock return, is acceptable. The higher the level 
of systematic risk, the higher the level of expected return and stock selection 
decision. The results of this analysis indicate that the systematic risk of each 
share will affect the level of expected return. The existence of systematic risk 
will cause changes in stock prices in the capital market which will indirectly re-
sult in changes in the expected return.

Based on various theories and the development of the hypotheses described 
above, the following model framework is presented below: 
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Figure 1. Model Design of research
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S o u r c e : model research developed by authors.

The research methodology  
and the course of the research process

1. Types of research

The type of research used by researchers is explanatory research with a quan-
titative approach (Nazir, 2014).

2. Location of Data Acquisition

This study uses data obtained from Indonesia Stock Exchange (IDX, www2), 
which is located in the Indonesia Stock Exchange Building, Tower 1, 6th floor. 
Jl.  Jendral Sudirman Kav 52-53. South Jakarta 12190.
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3. Population, Samples, and Sampling Techniques

The population of this study is the LQ-45 company listed on the Indonesia Stock 
Exchange in the period 2015-2017, which has a complete financial report and 
published on the Indonesian stock exchange totaling 45 companies

The sample in this study was determined through non probability sample 
techniques with purposive sampling method and selected 36 companies. The 
Sample Criteria and Selection are as follows:
	 a)	 Companies included in the LQ45 Index during the period 2015–2017	

	 = 45
	 b)	 Companies that do not report financial statements  

end at December 31 during the period 2015–2017	 = -1 
	 c)	 Companies that have suffered losses or more during 2015–2017	 = -7 
	 d)	 Companies whose shares are not listed during  

the period 2015–2017	 = -1
	 e)	 The number of companies used as samples	 = 36 
	 f)	 Number of observational data	 = 3 x 36 = 108 data

4. Data analysis technique

The test in this study uses the Structural Equation Model (SEM) Test, Ferdi-
nand Augusty (2005). SEM is a statistical model that provides an estimate of 
the strength of a hypothetical relationship between variables in a theoretical 
model, either directly or through an intermediate variable. SEM is used to ana-
lyze the relationship between one latent variable with another latent variable 
known as a structural equation. The processing of data in this study uses ver-
sion 22.00 of the Amos (Analysis of moment structure) program. According to 
Ferdinand (2005) on testing the model using SEM with the suitability of the up-
per model: χ2 - Chi Square statistics, RMSEA (Root Mean Square Error of Ap-
proximation), GFI (Goodness of fit Index), AGFI (Adjusted Goodness of Fit In-
dex), CMIN / DF (The Minimum Sample Discrepancy Function Devided with 
Degree of Freedom), TLI (Tucker Lewis Index), CFI (Comparative Fit Index).

While testing the maximum likelihood estimation (the estimated effect test 
between variables) is done with mathematical equation models such as the fol-
lowing:
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Y = f (X1) + f (X2) + f (X3) + e 	 (1)

X1 = f (X11) + f (X12) + f (X13) + e	 (2)

Results and discussion

1. Data Normality Test

Data normality testing is done by observing the value of CR unvariately, if the 
value of the critical ratio is unvariate between - 2.58 to 2.58, then normal dis-
tribution can be categorized.

Table 1. Normality Assessment

Variable min max skew c.r. kurtosis c.r.

SIZE 12.02078 32.21492 .47976 2.03544 -.61137 -1.29691

RAROC -1084.96991 195.77819 -8.93491 -37.90760 85.25894 180.86152

VT -1.00000 27.21922 6.32180 26.82114 42.39284 89.92880

NPM .00360 .49930 .91043 3.86264 .20536 .43564

ROE .00420 1.60990 3.63339 15.41516 13.19163 27.98367

ROA .00230 .45790 1.87253 7.94448 2.96944 6.29913

Multivariate 131.19676 69.57759

S o u r c e : results of processing AMOS 22.0 data.

Based on table 1, it can be seen that the results of multivariate c.r normality are 
known at 69.5776, which is more than 2.58. So it can be concluded that the dis-
tribution of this study is not normal. Although the distribution of this data is 
not normal, it can still be used to predict the relationship between independent 
variables and dependent variables.
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2. SEM Test

In this study a model of fit was tested to test the feasibility of the model used 
in this study.

Table 2. Model Test Results

No Goodness-of Fit Index Cut Off Value Result Criteria 

1 X2 Chi-Square (df =) < a. df 5.776 Fit

2 Probability ≥ 0.05 0.448 Fit

3 CMIN/DF ≤ 2.00 0.962 Fit

4 GFI ≥ 0.90 0.982 Fit

5 AGFI ≥ 0.90 0.983 Fit

6 CFI ≥ 0.95 1.000 Fit

7 TLI ≥ 0.95 1.003 Fit

8 IFI ≥ 0.90 1.001 Fit

9 RMSEA ≤ 0.08 0.000 Fit

10 NFI ≥ 0.90 0.965 Fit

11 Hoelter ≤ 200 234 Marginal fit 

 S o u r c e : results of processing AMOS 22.0.

Based on table 2 data above, it can be concluded that the overall model used in 
this study fulfills the goodness-off fit criteria which means that this model can 
be used to estimate the effect of independent variables on the dependent vari-
able, with the following explanation:
	 1)	 Chi-Square (χ2) is 5.776 with a significant level of p 5 0.05 which means 

there is no difference because Chi-Square is very sensitive to the sample 
used. While the Chi-Square table shows the number 133.257, and it can 
be concluded that the results of the Chi-Square model are smaller than 
the results.

	 2)	 Probability of p = 0.448 which means that it has met the criteria of model 
fit which is greater than 0.05.

	 3)	 CMIN / DF value is one indicator to measure the fit level of a model. CMIN 
/ DF is the chi-square statistic, χ2 divided by Df so that it is called χ2 
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–  relative. CMIN / DF or χ2 - the expected relative is ≤ 2.00. From the re-
sults of the study, the CMIN / DF value is 0.962 and can meet the criteria 
of good fit.

	 4)	 GFI is a conformity index that will calculate the weighted proportion of 
variance in the sample covariance matrix described by the estimated po-
pulation covariance matrix. GFI has a range of values ​​between 0 (poor 
fit) up to 1.0 (perfect fit). From the results of this study, the GFI value is 
0.982, so this model has met the criteria of good fit.

	 5)	 AGFI is a criterion that takes into account the weighted proportion of va-
riance in a sample covariance matrix. AGFI value of 0.95 can be interpre-
ted to produce a good level while the magnitude of the AGFI value betwe-
en 0.90-0.95 shows a sufficient level. So that the expected AGFI is ≥ 0.90. 
So the results of this research model amounted to 0.983 then this model 
has met the criteria of good fit.

	 6)	 CFI is an index whose size is not influenced by sample size because it is 
very good for measuring the level of acceptance of a model. CFI is in the 
range of 0-1. The expected CFI is ≥ 0.95.

	 7)	 TLI is an alternative incremental fit index that compares a model tested 
against a model baseline. The expected TLI is ≥ 0.95. The results of this 
study model are 1,003, so this model has met the criteria of good fit.

	 8)	 IFI (Incremental Fit Index) value ranges from 0 to 1, IFI value ≥ 0.90. The 
results of this study model are 1,001, then this model has met the criteria 
of good fit.

	 9)	 RMSEA is an index that can be used to compile chi-square statistics in 
large samples. The RMSEA value indicates goodness-of-fit that can be 
expected if the estimation model is in the population. RMSEA value that 
is smaller or equal to 0.08 is an index that meets the criteria of good fit. 
The results of this research model are 0,000, so this model has met the 
criteria of good fit.

	 10)	 NFI (Normal Fit Index) is a measure of comparison between the propo-
sed model and the null model, used for small numbers of samples. NFI va-
lue ≥ 0.90. The results of this study model are 0.965, so this model meets 
the criteria of good fit.

	 11)	 Hoetler to measure the model, the value of the calculation results is 234, 
so it is above 200, so the model can be said to be not fit.
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3. Maximum likelihood estimation test (hypothesis Testing)

Table 3. Hypothesis Testing

Estimate S.E. C.R. P Label

ROA <--- PR 1.00000 .24012  2.41223  *** Accepted

ROE <--- PR 1.11074 .44015 4.79546 *** Accepted

NPM <--- PR .17877 .10352 1.72687 .04419 Accepted

VT <--- PR 5.94117 3.04091 1.95375 .05073 Accepted

VT <--- SIZE -.01891 .06187 -.30554 .75995 Rejected

VT <--- RAROC .00320 .00295 1.08605 .27746 Rejected

S o u r c e : results of processing AMOS 22.0 data.

Notes: 
PR = Profitability,
SIZE = Total Asset,
RAROC = Risk Adjusted Return on Capital,
VT = Stock selection decision,
ROA = Return on Asset, ROE = Return on Equity, NPM = Net Profit Margin.

The structural equation produced by the fit model formed from AMOS 22.0 out-
put is as follows:

Investor’s Stock selection decision = 5,941 PR - 0,018 SIZE + 0,003 RAROC	 (3)

Profitability = 1,000 ROA + 1,110 ROE + 0,178 NPM	 (4)

Based on the third structural equation model (3), it can be seen that if the PR 
variable rises by one unit and the other variables remain, the Investor’s stock 
selection decision variable will increase by 5.941 units, if the SIZE variable 
drops one unit and the other variable remains, the transaction volume variable 
will increase by 0.018 units, and RAROC variable increases by one unit and the 
other variables remain, then the transaction volume variable will increase by 



 I nvestor’s stock selection decision: influence… 81

0.003. Furthermore based on fourth model (4) of structural equation, it can be 
seen that if the ROA variable rises by one unit and the other variables remain, 
the profitability variable will increase by 1,000 units, if the ROE variable in-
creases by one unit and the other variables remain, the profitability variable 
will increase by 2.110 units, and if the NPM variable up one unit and the other 
variables remain, the profitability variable will increase by 0.178 units.

Based on table 3 that mention above, then bellow is presented the following 
hypothesis testing:
	 a)	 The influence of profitability on stock selection decision (H1)
		  The results of the study prove that stock selection decision are influ-

enced positively and significantly by profitability with a coefficient of 
5.941 and a significance value of 0.05, where profitability is proxyed 
by ROA, ROE, NPM with a factor loading value greater than 0.70 except 
NPM 0.178 < 0.70 . This means that ROA and ROE are very strong to form 
company Profitability at LQ-45, so that it can be said that H1 is accep-
ted which means that stock selection decision are influenced positively 
and significantly by profitability or profitability variable has a direction 
in line with the stock selection decision variable. This result is in accor-
dance with Ramarow (2017) that states the risk elements that affects 
the profitability, also Hermuningsih (2012, p. 194) which states that fun-
damental analysis is an attempt to analyze various factors related to 
stocks which will be selected through company analysis, industry ana-
lysis, and research conducted by Yulindar (2017) stating that profitabi-
lity has a positive effect and significant to company value and stock se-
lection decision. Likewise with the research conducted by Rahmawati, 
Topowijono and Sulasmiyati (2015) which states that profitability has 
a positive effect on firm value and stock selection decision, because be-
fore investing, investors need to know and choose which stocks can pro-
vide the most optimal benefits for the funds invested. Stock prices also 
reflect the value of a company. If the company achieves good performan-
ce, then the shares will be in great demand by investors. Issuers are obli-
ged to publish financial statements for a certain period, where financial 
statements are very useful for investors to assist in making investment 
decision, such as selling, buying, or planting shares. In a study conducted 
by Nurmalasarai (2008, p. 6). Return On Assets (ROA) has a significant 
effect on stock prices where when profit before tax rises and total assets 
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go down, the ROA will increase. ROE on stock prices does not have a si-
gnificant effect, and for NPM it also has no significant influence and ne-
gative relationship.

	 b)	 The influence of Company Size on Stock Selection Decision (H2)
		  The results of the study prove that stock selection decision are influ-

enced negatively and not significantly by firm size with a coefficient of 
-0.018 and a significance value of 0.759, where firm size is proxied by 
the value of ln Asset. This means that the magnitude of the company’s 
assets does not significantly influence the decision of stock selection, or 
the size of the company is not a consideration for investors to invest, so it 
can be said that H2 is rejected which means that the stock decision is not 
significantly affected by company size or size which is in line with the 
stock selection decision variable. This is in accordance with the results 
of research conducted By Constantinou, Karali and Papanastasopoulos 
(2017) that examines whether firm-level asset investment effects in re-
turns found for U.S. firms occur within the Greek stock market and find 
that growth in total assets is strongly negatively related to future stock 
returns and will impact to stock seletion of Greek firms also by Dewi 
and Wirajaya (2013) where company size has no significant effect and 
Rahmawati, Topowijono and Sulasmiyati (2015) has conflicting results, 
where firm size has a negative effect.

	 c)	 The influence of Raroc on stock selection decision (H3)
		  The results of the study prove that stock selection decision are influen-

ced positively and not significantly by Raroc with a coefficient of 0.003 
and a significance value of 0.227, where Raroc is proxy by the value of 
Stock Risk. This has the meaning that the amount of stock risk does not 
significantly influence the decision of stock selection. or Stock Risk is 
not a consideration for investors to invest, so that it can be said that H3 
is rejected, which means that the stock selection decision is not signifi-
cantly affected by Stock Risk or Stock Risk does not have a movement in 
line with the stock selection decision variable. This is in accordance with 
the results of a study conducted by Prabowo (2013) where stock risk has 
a negative influence on stock selection because in the negative RAROC 
value there is a risk or loss where the total profit is smaller than the ave-
rage loss.



 I nvestor’s stock selection decision: influence… 83

Conclusions and implication 

Stock selection decision are influenced positively and significantly by profit-
ability, proxy profitability is ROA, ROE, NPM has high loading factors forming 
profitability except NPM. This proves the acceptance of the hypothesis in this 
study and simultaneously answers the problem of the influence of profitabili-
ty on stock selection decision. This result supports Ramarow (2017), Yulindar 
(2017), Rahmawati, Topowijono and Sulasmiyati (2015), Hermuningsih (2012, 
p. 194) stating that profitability has a positive and significant effect on firm val-
ue and stock selection decision.

Stock selection decision are influenced negatively and insignificantly by 
company size, the size of the company is proxy by the Asset value. This proves 
the rejection of the hypothesis in this study and simultaneously answers the 
problem of the influence of company size on stock selection decision. This find-
ing is in accordance with the results of research conducted by Constantinou, 
Karali and Papanastasopoulos (2017), Dewi and Wirajaya (2013) where firm 
size has no significant effect and Rahmawati, Topowijono and Sulasmiyati 
(2015) has conflicting results, where firm size has a negative effect.

Stock selection decision are influenced positively but not significantly by 
Raroc where Raroc is proxy by the value of Stock Risk. This proves the rejection 
of the hypothesis in this study and simultaneously answers the problem of the 
effect of stock risk on stock selection decision. or Stock Risk is not a considera-
tion for investors to invest. This is in accordance with the results of research 
conducted by Peltonen (2013), Prabowo (2013) that stock risk has a negative 
influence on profitability and impacted to stock selection because in a negative 
RAROC value there is a risk or loss where the total profit is smaller than aver-
age loss.

Academically, this study contributes so that the research model of the rela-
tionship between variables Profitability, company size, Raroc with stock selec-
tion decision is developed simultaneously which has a high determinant coef-
ficient compared to partially.

The implication of this research for practitioners is that companies in LQ- 45 
maintain ROA, ROE and increase NPM which looks quite weak in shaping the 
company’s profitability because it significantly affects stock selection decision. 
In addition, LQ-45 companies limit Asset growth by increasing dividend distri-
bution for investors because asset growth is not significant in increasing inves-
tor’s stock selection decision. 
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Research Limitations

	 1)	 The year of observation of this study is still limited from 2015-2017 and 
the number of samples of this study is still limited to the LQ45 Index and 
cannot describe the overall market conditions, for further research is 
expected to add to the research period and the number of research sam-
ples such as banking or manufacturing companies , so the results of re-
search are more varied.

	 2)	 The variables studied are still limited to 3 independent variables such 
as; profitability, company size, and Raroc, so for the next study it is re-
commended to add other variables such as; cash dividend and earnings 
management are factors that influence stock selection decision, so the 
results of the study are broader (Tandelilin, 2010).
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